


























































































siempre	 esa	 compañía,	 apoyo	 y	 sabios	 consejeros	 durante	 toda	 esta	 etapa.	 A	 mis	
hermanos,	por	ser	personas	con	las	cuales	puedo	siempre	contar	y	aprender.	A	mi	novia,	


























































is	 to	 analyze	 an	 emerging	 market,	 as	 Colombia	 and	 the	 performance	 sensitive	 debt,	
remarking	 their	 virtues	 and	 disadvantages,	 to	 have	 in	 a	 conclusion	 how	 viable	 is	 in	 the	
short,	medium	and	long	term	the	inclusion	of	the	performance	sensitive	debt.		
	
The	 first	 chapter	 is	 going	 to	 talk	 about	 the	 virtues	 and	 how	 the	 PSD	 complements	 the	
empty	 spaces	 that	 the	 traditional	 loan	 has	 in	 the	 market.	 On	 the	 next	 chapter	 the	
emerging	 economy	 is	 going	 to	 be	 explained,	 including	 topics	 as	 national	 economy	















interest	rate	 is	 floating1	;	“Performance	pricing	 is	a	relatively	new	provision	 in	bank	debt	
contracts.	A	traditional	bank	loan	is	priced	using	a	fixed	spread	over	a	floating	benchmark	
such	 as	 LIBOR	 or	 prime.	 Performance	 pricing	 explicitly	makes	 the	 interest	 charged	 on	 a	
bank	loan	a	function	of	the	borrower’s	current	credit	rating	or	of	their	financial	ratios	such	
as	 debt-to-EBITDA,	 leverage,	 or	 interest	 coverage	 by	 having	 the	 interest	 rate	 in	 the	










tool	 to	mitigate	hold-up	problems	 in	 long-term	 lending	 relationships.	Sharpe	 (1990)	and	
Rajan	 (1992)	show	that	a	cost	of	 relationship	 lending	 is	 the	potential	 for	hold-up	by	 the	
lender.	 This	 is	because	 the	 lender	 invests	 in	 the	acquisition	of	borrower	 specific	private	
information.	The	resulting	 information	advantage	of	 the	 lender	makes	 it	difficult	 for	 the	
borrower	to	switch	to	another	lender	who	is	less	well	informed	due	to	adverse	selection.	
If	 the	 borrower	 is	 "locked-in",	 the	 bank	 can	 exploit	 the	 situation	 by	 charging	 higher	











The	 performance	 sensitive	 debt	 figure	 tries	 to	 unify	 the	 client	 and	 the	 bank	more	 than	
using	 the	 traditional	 debt	 contract.	 This	 figure	will	 demand	 a	 candid	 and	 genuine	 data	
from	the	company’s	financial	information.	The	back	office	of	the	commercial	banks	will	do	
their	 analysis	 with	 the	 objective	 to	 understand,	 base	 on	 the	 financial	 statements,	 the	
company.		
	




In	small	economies,	and	small	 companies,	 the	 financial	 ratios	are	 the	main	 indicators	of	
the	risk	of	a	company,	if	we	focus	on	the	commercial	bank	point	of	view.	In	Colombia,	the	
rating	 agencies	 are	 used	 by	 law	 when	 a	 company	 wants	 to	 issue	 bonds	 or	 stocks,	
exclusively;	 otherwise	 rating	 agencies	 are	 unnecessary	 for	 small,	 medium	 and	 big	
companies.	
	
Based	on	 the	 information	 and	 verdict	 of	 the	back	office	 team,	 the	 clients	 company	will	
have	an	internal	rating.	Base	on	this,	the	commercial	bank	offers	a	debt	contract	the	more	
















The	 performance	 sensitive	 is	 created	 with	 the	 objective	 to	 complement	 the	 financing	










This	 figure-given	 by	 the	 financial	 ratios	 performances-	 has	 a	 real	 perspectives	 of	 the	
borrower,	because	 is	not	an	 interest	 rate	given	a	priori	 –traditional	method-	 that	 it	will	
include	 all	 the	 risk	 of	 the	 expected	 performance	 and	 decisions	 of	 the	 borrower.	 This	





“PSD	contracts	can	be	defined	 in	different	ways.	Purely	 interest	 increasing	contracts	are	
contracts	where	the	pricing	grid	in	the	PSD	contract	only	allows	for	interest	rate	increases	






borrower’s	 performance	 improves.	 Similarly,	 interest	 decreasing	 contracts	 are	 contracts	
where	interest	expenses	fall	if	the	borrower’s	performance	improves	but	do	not	rise	if	the	




understand	 in	 what	 business	 stage	 is	 the	 client	 passing	 through.	 	 Also	 shows	 that	
performance	 sensitive	 debt	 makes	 commercial	 banks	 back	 office	 team	 to	 understand	





























Based	on	 the	 literature,	 the	pricing	grid	 in	debt	contracts,	 reinvents	 the	way	companies	
are	 related	 to	 their	 financial	debts.	 	 Is	not	going	 to	be	a	 frozen	 interest	 rate	during	 the	
lifetime	 of	 the	 contract.	 The	 results	 of	 previous	 investigation	 tells	 us	 how	 having	 an	





The	 traditional	debt	contracts,	 can	be	easily	 replaced	by	 the	debt	contracts	with	pricing	
grid,	 “In	 a	 traditional	 bank	 loan,	 borrowers	whose	 credit	 quality	 improves	 can	 obtain	 a	
lower	 rate	 on	 their	 loans	 only	 if	 they	 are	 willing	 to	 incur	 refinancing	 costs:	 they	 must	
exercise	or	threaten	to	exercise	their	option	to	prepay	the	loan	without	penalty	to	obtain	
a	lower	rate.	Also	in	a	traditional	bank	loan	a	lender	does	not	receive	a	higher	rate	on	the	
loan	 for	 small	 deteriorations	 in	 a	borrower’s	 credit	 quality.	 The	 lender	 can	 increase	 the	
rate	charged	on	a	loan	only	if	a	firm	violates	the	covenants	in	the	loan	agreement	causing	
an	actual	or	technical	default.	While	these	covenant	violations	allow	the	bank	to	call	the	
loan	 immediately,	more	 typically	 they	 lead	 to	 a	 re-contracting	of	 terms	 (e.g.,	 additional	
collateral)	and	an	increase	in	the	effective	interest	rate.”	(Asquith,	2005)	
	














To	 understand	 the	 most	 important	 virtue,	 or	 at	 least	 the	 most	 popular	 in	 the	 theory	
papers,	we	must	talk	about	the	agency	problem.	
	
“A	conflict	of	 interest	 inherent	 in	any	relationship	where	one	party	 is	expected	to	act	 in	
another's	 best	 interests.	 The	 problem	 is	 that	 the	 agent	 who	 is	 supposed	 to	 make	 the	
decisions	 that	would	best	 serve	 the	principal	 is	naturally	motivated	by	 self-interest,	and	







































The	 moral	 hazard	 can	 be	 mitigated	 with	 covenants	 to	 the	 borrower	 operational	 and	
financial	decisions.	The	concept	is	going	to	be	develop	later	in	this	paper.		
	
















be	 structured	 to	 be	 the	most	 suitable	 to	 the	 clients	 operations	 and	 future	 plans.	 If	 the	





The	 traditional	 debt	 contracts	 lacks	 of	 control,	 compared	 to	 the	 performance	 sensitive	
debt.	One	aspect	that	is	included	in	this	contracts,	are	the	covenants.		
	
	“A	promise	 in	an	 indenture,	or	any	other	 formal	debt	agreement,	 that	certain	activities	
will	 or	 will	 not	 be	 carried	 out.	 Covenants	 in	 finance	 most	 often	 relate	 to	 terms	 in	 a	
financial	contracting,	such	as	loan	documation	stating	the	limits	at	which	the	borrower	can	
further	 lend	or	other	such	stipulations.	Covenants	are	put	 in	place	by	 lenders	to	protect	
themselves	 from	 borrowers	 defaulting	 on	 their	 obligations	 due	 to	 financial	 actions	
detrimental	to	themselves	or	the	business.”	(Investopedia,	2015)	
	
The	 covenants	once	 they	are	achieved	will	 punished	 the	 financial	 cost	of	 the	debt.	 This	
concept	covers	the	banks	against	the	agency	problems.	For	example,	if	the	capital	was	ask	










and	to	work	as	a	measure	to	understand	the	situation	of	their	clients,	 if	 the	company	 is	
not	following	the	covenants,	the	risk	of	default	 is	going	to	 increase;	the	objective	of	the	










a	 loan	 that	 a	 customer	was	 having	 difficulty	 paying	 and	 turning	 it	 into	 a	 loan	 that	 the	
customer	 can	 pay.	 The	 loan	may	be	modified	 by	 lowering	 the	 interest	 rate,	 changing	 it	











"Our	analysis	of	what	 triggers	 renegotiation	 reveals	 that	 the	accrual	of	new	 information	
concerning	 credit	quality	 and	outside	options	 is	 a	 strong	predictor	of	 the	 incidence	and	
outcomes	of	renegotiation.	For	example,	we	find	that	increases	in	borrowers’	assets	and	
decreases	 in	 their	 financial	 leverage	 increase	 the	 incidence	 of	 renegotiation,	 and,	more	
specifically,	increase	the	probability	of	receiving	additional	credit	and	lower	interest	rates.	
Likewise,	decreases	 in	 the	cost	of	equity	capital,	a	competing	source	of	 funds,	 increases	











they	must	 understand	 their	 client	 daily	 basis.	 In	 the	 analysis	 done	 a	 priori,	 the	 analysis	
team	 is	 going	 to	 develop	 a	 complete	 image	 of	 how	 the	 company	 may	 perform	 in	 the	
future	 once	 they	 have	 the	 capital	 source.	 But	 is	 natural	 of	 any	 economy	 that	 some	
enterprises	can	reach	high	levels	of	productivity,	leading	to	a	healthier	financial	state,	the	
company	will	 search	 for	other	 capital	 source	cheaper	with	 the	objective	 to	 reduce	 their	












credit	 quality.	 However,	 the	 presence	 of	 the	 pricing	 grid	 shifts	 the	 relative	 bargaining	
power	 to	 the	 lender	 by	 increasing	 the	 interest	 rate	 in	 accord	with	 the	 deterioration	 in	
credit	 quality.	 In	 fact,	 pricing	 grids	 can	 subject	 borrowers	 to	 a	 doubling	 of	 interest	 rate	




objective	 of	 a	 bank	 loan	 is	 the	 contractual	 allocation	 of	 bargaining	 power."	 (Roberts	 &	
Sufi,	2009)	
	
What	 the	 inclusion	 of	 the	 performance	 sensitive	 debt	will	 lead	 to,	 is	 to	 have	 a	 flexible	
relation	 between	 lender	 and	 borrower,	 knowing	 that	 the	 macroeconomic	 and	
microeconomic	context	is	not	stable	for	anyone.	The	final	idea	is	to	avoid	cost	that	can	be	
avoidable	 and	 to	 improve	 the	 risk	management	by	 the	bank,	 on	 the	other	 side,	 for	 the	
company	to	have	a	 loan	that	follows	 its	performance,	reducing	the	chances	of	having	to	








“The	 sample	 consists	 of	 1,000	 private	 credit	 agreements	 between	 financial	 institutions	
(lenders)	and	publicly	traded	non-financial	U.S.	companies	(borrowers)	during	the	period	
1996–2005.	The	table	presents	the	distribution	of	 loans	over	the	four	mutually	exclusive	





conditional	 on	 the	 loan	 outcome.	 The	 panel	 also	 presents	 the	 duration	 of	 the	 loan,	











to	 develop	 the	 challenges	 of	 the	 emerging	 countries	 to	 include	 the	 concept	 of	
performance	 sensitive,	 this	 table	 can	 illustrate	 how	 more	 or	 less,	 can	 the	 national	
economy	(Colombia)	would	be	once	their	economy	pass	from	emerging	to	a	more	stable	
one.		
The	 table	 shows	 us	 how	 common	 renegotiation	 is,	 and	 we	 must	 understand	 that	 the	
renegotiation	 generates	 costs	 for	 both	 parts,	 being	 a	 product	 of	 the	 inefficient	
understanding	 of	 the	 borrower	 situation	 done	 by	 the	 bank.	 Is	 a	 common	 situation	 that	













“The	 sample	 consists	 of	 1,000	 private	 credit	 agreements	 between	 financial	 institutions	
(lenders)	and	publicly	traded	non-financial	U.S.	companies	(borrowers)	during	the	period	
1996–2005.	 Panel	 A	 presents	 summary	 statistics	 for	 the	 absolute	 value	 of	 the	 change	
experienced	by	each	 contract	 term	 in	a	 renegotiation.	 (Note	 that	not	all	 contract	 terms	
are	 modified	 in	 a	 renegotiation.)	 Panel	 B	 presents	 the	 distribution	 of	 loans	 over	
renegotiation	outcomes,	conditional	on	a	renegotiation	occurring,	and	the	fraction	of	the	
stated	maturity	that	has	elapsed	until	renegotiation.	Borrower	favorable	outcomes	occur	
when	 the	 amount	 of	 the	 loan	 is	 increased	 and	 the	 spread	 decreased.	 Borrower	







figure	 that	declines	 to	8.5%	when	we	also	consider	 loans	 that	mature.	The	 fact	 that	we	









will	 tell	 us,	 the	 importance	 of	 it	 in	 the	 operation	 of	 the	 borrowers	 company.	








The	 sample	 consists	 of	 1,000	 private	 credit	 agreements	 between	 financial	 institutions	
(lenders)	and	publicly	traded	non-financial	U.S.	companies	(borrowers)	during	the	period	
1996–2005.	We	exclude	148	loans	that	are	either	still	active	at	the	end	of	the	sample	(first	
quarter	 of	 2007)	 or	 that	 correspond	 to	 borrowers	 that	 disappear	 from	 the	 EDGAR	
database.	 The	 remaining	 852	 loans	 mature	 or	 are	 renegotiated	 prior	 to	 maturity.	 The	
figure	 shows	 the	percentage	of	 loans	 that	 are	 renegotiated	as	a	 fraction	of	 the	elapsed	
stated	maturity.	For	example,	approximately	25%	of	the	852	loans	are	renegotiated	after	
10%	but	 no	more	 than	 25%	of	 the	 stated	maturity	 has	 elapsed.	 For	 loans	 that	mature,	
100%	 of	 the	 stated	 maturity	 has	 elapsed	 and	 these	 loans	 fall	 in	 the	 right-more	 bin.”	
(Roberts	&	Sufi,	2009)		
	
"To	 understand	 when	 contracts	 are	 renegotiated,	 we	 take	 a	 graphical	 perspective	
beginning	with	graphic	1,	which	shows	the	distribution	of	loans	over	the	fraction	of	stated	
maturity	 that	has	elapsed	until	 renegotiation	or	maturity.	 In	other	words,	 for	each	 loan,	



















The	 performance	 sensitive	 debt	 is	 going	 to	 follow	 the	 borrower´s	 company	 in	 every	





director	 of	 Pymes6	in	 the	 city	 of	 Cartagena,	 tells	 us	 how	 this	 recurrent	 control	 will	




sensitive	 debt,	 no	 one	 talks	 about	 the	 cost	 of	 the	 increase	 of	 the	work	 demand	 to	 the	




economies,	 such	as	United	States	and	United	Kingdom.	 	The	 idea	 is	not	 to	compare	 the	
different	 economies,	 because	 each	 of	 them	 (First-world	 and	 emerging	 economies)	 is	 in	












opinion	 of	 the	 professionals	 of	 the	 agency,	 you	 choose	 to	 follow	 it	 or	 not.	 While	 the	
financial	 ratios	 you	 are	 based	 only	 in	 one	 source	 of	 information,	 which	 is	 the	 same	
company,	 that	needs	 the	 funds,	 creating	an	agency	 risk.	Having	 the	 financial	 ratios,	and	
detailing	how	the	performance	sensitive	debt	works,	the	idea	is	that	the	clients	brings	all	

















The	 rating	 agencies	 represent	 26,1%	 of	 the	 sample	 analyze,	 living	 the	 rest	 to	 internal	










The	 formula	 of	 debt	 to	 EBITDA,	 tells	 us	 how	 is	 the	 proportion	 of	 the	 outstanding	 loan	
versus	 the	 operational	 income	 of	 the	 enterprise,	 with	 the	 objective	 to	 know,	 with	




met	 or	 used.	 Displayed	 as	 a	 percentage,	 capacity	 utilization	 levels	 give	 insight	 into	 the	





Interest	 coverage:	 “A	debt	 ratio	and	profitability	 ratio	used	 to	 determine	 how	 easily	 a	
company	 can	 pay	interest	on	 outstanding	debt.	 The	 interest	 coverage	 ratio	 may	 be	
calculated	by	dividing	a	company's	earnings	before	interest	and	taxes	(EBIT)	during	a	given	









leave	 us	 the	 question	 about,	 how	many	 triggering	 factors	 can	 a	 performance	 sensitive	
debt	has?		
	
Debt	 to	 net	 worth:	 Debt/Equity	 Ratio	 is	 a	debt	 ratio	used	 to	 measure	 a	 company's	
financial	leverage,	 calculated	 by	 dividing	 a	 company’s	 total	liabilities	by	 its	stockholders'	
equity.	 The	 D/E	 ratio	 indicates	 how	 much	debt	a	 company	 is	 using	 to	 finance	
its	assets	relative	 to	 the	 amount	 of	 value	 represented	 in	 shareholders’	equity.”	
(Investopedia,	2015)	
	


























To	 compliment	 the	 information	 throw	by	 the	 investigation	 by	 Chatterjee,	 the	 results	 of	
the	paper	done	by	Asquith	in	the	United	States	market.		In	the	results	we	can	appreciate	
























Average	 number	 of	 steps	 –	 The	 average	 number	 of	 partitions	 in	 a	 performance-pricing	
grid.	(Paul	Asquith,	2005)	
	
Comparing	 the	panel	A	with	 the	 information	 taken	 from	Chatterjee	we	 can	 confirm	 the	
importance	of	the	financial	ratios	 in	this	kind	of	contracts,	 taking	the	place	of	the	rating	
agencies.	 The	 rating	 agencies	 are	 important	 when	 third	 parties	 want	 to	 know	 financial	
information	of	a	company	(this	third	party	could	be	a	bank	or	a	natural	person,	that	wants	
to	 invest	 on	 it).	Now	 for	 banks,	 if	 the	 include	 the	 performance	 sensitive	 debt,	 for	 both	




rate,	 are	 the	biggest	 in	 the	market	and	 the	ones	 that	move	more	 capital	 in	 this	 kind	of	
debt	 contracting.	 Even	 though	 debt	 rate	 is	 not	 the	most	 popular	measurement	 for	 this	
contract	is	the	second	one	that	moves	more	capital.	
	
Panel	 C	 also	 corroborates	 to	 the	 idea	 of	 debt	 rate	 is	 for	 big	 companies,	 the	 bigger	 the	
companies,	more	guarantees	the	bank	can	have,	is	a	company	that	has	a	mature	position	
in	 the	 market	 with	 their	 market	 share	 solidify,	 and	 the	 challenge	 is	 to	 maintain	 the	
position	 and/or	 investments	 in	 other	markets	 to	 expand	 their	 income	 sources.	 Panel	 C	



















Performance	 sensitive	debt	 (Decreasing	 rate):	 The	 image	 that	gives	 this	model	 is	 that	 is	




any	 time.	 This	 prepayment	 option	 allows	 borrowers	 whose	 credit	 quality	 improves	 to	
obtain	lower	rates	on	their	loans	if	they	are	willing	to	incur	refinancing	costs.	Performance	
pricing	incorporates	this	option	into	the	loan	contract	and	provides	a	mechanism	for	the	
borrower	 to	 obtain	 lower	 interest	 rates	 without	 incurring	 refinancing	 costs.	 We	
hypothesize	that	the	value	of	this	option,	and	thus	its	likelihood	of	adoption,	is	positively	
related	 to	 the	 probability	 of	 prepayment	 and	 to	 expected	 renegotiation	 costs.”	 (Paul	
Asquith,	2005)	





“Although	 they	 are	 similar,	 there	 are	 differences	 between	 the	 prepayment	 option	 in	 a	
traditional	bank	 loan	and	the	 interest-decreasing	performance	pricing	 feature.	First,	 in	a	
bank	loan,	 lenders	must	 incur	renegotiation	costs	 if	a	borrower	threatens	to/or	prepays.	
Second,	 a	 lender’s	 loan	 portfolio	 deteriorates	 if	 a	 borrower	 with	 above	 average	 credit	
quality	refinances	with	a	different	lender.	Third,	the	new	interest	rate	on	a	refinanced	loan	
is	based	on	multiple	measures	of	 the	borrower’s	performance,	and	on	 the	 future	credit	
spread	above	LIBOR	for	the	firm’s	risk	class.	By	contrast,	in	a	performance	pricing	contract	






the	 market	 and	 the	 challenge	 is	 to	 maintain	 their	 financial	 results	 and	 then	 continue	
expanding.	 Their	 risk	 is	 not	 as	 higher	 as	 the	ones	with	 the	other	 performance	 sensitive	
debt	contract.		
	
“In	 contrast	 to	a	borrower’s	option	 to	prepay	 in	a	 traditional	bank	 loan,	 lenders	do	not	
have	 the	 option	 to	 require	 repayment	 unless	 an	 actual	 or	 technical	 default	 occurs.	
Therefore,	 in	 a	 traditional	 bank	 loan	 the	 lender	 is	 not	 compensated	 for	 small	 risk	
increases.	It	follows	that	the	initial	interest	rate	charged	on	the	loan	must	reflect	any	such	
expected	 decline	 in	 credit	 quality.	 This	 problem	 can	 be	 avoided	 either	 by	 setting	 the	

















The	objective	 for	 the	banks	 is	 to	 lend	their	money,	covering	all	 the	risk,	having	a	 return	
and	improving	the	borrower	financial	and	operational	situation.	Would	be	complimentary	
information	 for	 the	 topic	 to	 know	 how	 companies	 are	 doing	 during	 the	 performance	
sensitive	debt	and	after	the	debt	contract	reached	its	maturity.		
	
As	 the	 tables	 quoted	 in	 the	 paper,	 in	 the	 investigation	 done	 by	 Asquith,	 this	 is	 a	well-
introduced	 concept	 in	 the	 market;	 that’s	 is	 more	 natural	 with	 the	 operation	 of	 the	
company	 –	 meaning	 that	 the	 rate	 fluctuates	 with	 the	 operational	 ratios-	 and	 also	
mitigates	the	information	asymmetry,	risk	that	bank	is	absorbing.		
	
For	 the	borrower	 is	 going	 to	be	a	more	 transparent,	 because	based	on	 the	 information	
given	 the	 ratios	 are	 going	 to	 be	 established.	 The	 responsibilities	 are	more	 complex	 for	
both	 parties,	 the	 borrower	 side	must	 have	 a	well	 structure	 accounting	 information	 and	
department	 to	be	always	producing	 the	data	demanded	 for	 the	bank,	and	on	 the	other	
side	the	bank	will	have	a	continuous	analysis	with	the	client´s	company.		
	
The	 idea	 is	 that	 in	 the	 long	run,	 the	performance	sensitive	debt	pushes	 the	company	to	
outperform	their	operational	expectations.	Taking	in	account	that	if	the	company	doesn’t	
performs	 as	 it	 should	 and	 the	 operational	 ratios	 fail	 to	 achieve	 the	 expectations	 of	 the	





An	 interesting	 question	 is	 how,	 with	 complex	 database,	 the	 traditional	 debt	 and	 the	
performance	 sensitive	 debt	 improve	 their	 client’s	 situations	 after	 the	 debt	 contract	 is	
celebrated.	Obviously,	having	new	sources	of	capital	will	 improve	the	 immediate	 future,	
but	how	profitable	it	is	in	the	long	run.		
	







to	 introduce	 the	 whole	 national	 economy	 to	 have	 an	 overview	 of	 the	 reader	 should	
expect.		
	
The	 challenges	 of	 an	 emerging	 economies	 goes	 from	 changing	 the	 set	 of	 mind	 of	 the	
society	and	their	 leaders,	focusing	them	on	a	 long-term	path.	 Investing	 in	 infrastructure,	
institutions,	 and	 the	 people	 learning	 what	 kind	 of	 leaders	 they	 want,	 voting	 for	 the	
candidates	 with	 a	 global	 perspective	 and	 capable	 of	 transforming	 the	 comparative	
advantages	into	competitive	advantages.	
	
Passing	 from	 selling	 oil,	 to	 invest	 in	 refinery	 and	 sell	 their	 derivatives;	 investing	 in	 the	
infrastructure	 creating	 a	 solid	 supply	 chain	 in	 a	 country	 that	 has	 two	 seas	 and	 all	 the	
climatic	zones	that	can	produce	any	commercial	and	exotic	fruit.		
	
The	 topic	 of	 the	paper	 is	 to	 understand	 the	 actual	 conditions	of	 the	 corporate	national	
market	to	face	new	kind	of	 instruments.	 	The	performance	sensitive	with	all	 the	aspects	







structure,	 the	 sizes	 of	 companies	 and	 then	 analyze	 the	 scenario	 of	 the	 inclusion	 of	 the	
performance	sensitive	debt.		
	
First	 understand	 the	 importance	of	 the	 SME7	in	 the	economy,	 analyze	 their	 sectors	 and	












high	 influence	of	corruption	and	 lack	of	diligence	from	the	 local	government	to	 improve	
the	quality	of	life	for	the	society	and	they	also	are	used	to	omit	their	responsibilities	with	
the	 local	 entrepreneur	 to	 achieve	 an	 environment	 that	 promotes	 the	 creation	 of	 new	
companies.		
	




“For	years	 the	Colombian	war	 system	has	grown	economically	unsustainable	due	 to	 the	
unprecedented	and	uncontrollable	expansion	of	its	military	force;	as	of	now,	the	military	






the	 report	 failed	 to	underscore	 is	 that	most	of	 these	 future	payments	would	stem	from	
payments	 to	 the	 armed	 forces	 (police,	military	 and	 security	 services),	 a	 sector	 that	 has	
expanded	 exponentially	 since	 the	 early	 2000s	 as	 part	 of	 the	 war	 system	 dynamics.”	
(Richani,	2013)	
	
With	 high	 inclusion	 of	 the	 war	 and	 corruption	 phenomenon	 in	 the	 society	 and	 in	 the	





















about	 how	 the	 company	 should	 be	 structure	 and	 organized	 to	 have	 formal	 and	 solid	
position	 in	 the	market.	 The	 numbers	 exposed	by	 the	ministry	 of	 commerce	 are:	Of	 the	





micro,	 small	 or	medium	 size.	 The	 differential	 on	 it	 is	 the	 organizational	 structure.	 “The	











cost,	 because	 the	 analysis	 team	must	 go	 further	 to	 confront	 the	 information.	We	must	
take	into	account	that	the	primary	source	of	 information	in	the	same	company,	creating	
then	asymmetry	of	information.		





Prolocombia 10 ,	 Innpulsa 11 	and	 investment	 banks,	 is	 to	 take	 advantage	 of	 every	
entrepreneur	 impulse,	 to	 organize	 them	 to	 create	 competitive	 companies	with	 a	 global	











































"Nevertheless,	 according	 to	 the	numbers	 of	 CONFECAMARAS	 (Colombian	Association	of	
Chambers	of	Trade),	SMES	in	sales	only	contribute	33%,	whereas	the	big	companies	that	
in	quantity	are	2%,	they	contribute	67%	of	the	sales.	Of	the	previous	thing,	it	is	possible	to	
deduce	 that	 though	 SMEs	 only	 generate	 the	 third	 part	 of	 the	 sales,	 which	 can	 be	
39	
	
equivalent	 to	 the	 same	 proportion	 of	 the	 GDP,	 they	 are	 the	 big	 generating	 ones	 of	




importance	 of	 the	 banks	 to	 teach	 them	 how	 they	 should	 organize	 their	 companies	 to	
present	 it	 for	 a	 loan	with	 them.	 If	 banks	 don’t	 focus	 their	 commercial	 strategies	 to	 the	
SME	sector,	the	market	would	be	really	small,	just	4%	approximately	of	the	market	must	
shared	by	all	 the	 financial	 institutions,	 taking	 into	account	that	 for	 these	big	companies,	
international	 financial	 institutions	 also	 compete	 with	 the	 local	 banks	 to	 try	 to	 be	 the	
lenders	of	these	corporations.	
	
Every	 country	has	 their	parameter	 to	measure	 the	 size	of	 an	enterprise,	based	on	 their	
number	of	personnel	or	the	amount	of	assets.	In	Colombia	is	based	on	the	amount	assets	


















































Year	 Big	 Medium	 Small	 Micro	
2005	 	90		 	316		 	2.419		 	24.856		
2006	 	56		 	150		 	1.432		 	28.133		
2007	 	176		 	599		 	3.460		 	32.562		













Year	 Big	 Medium	 Small	 Micro	
2005	 	41		 	128		 	447		 	4.930		
2006	 	53		 	126		 	435		 	3.273		
2007	 	59		 	161		 	540		 	4.179		




Year	 Big	 Medium	 Small	 Micro	
2005	 45,6%	 40,5%	 18,5%	 19,8%	
2006	 94,6%	 84,0%	 30,4%	 11,6%	
2007	 33,5%	 26,9%	 15,6%	 12,8%	

















activities	 related	with	 the	energy	 sector	 are	ones	 that	 cannot	be	 in	 the	 SME;	maybe	as	
supplier	but	is	not	going	to	be	directly	involved.		
	
The	 activities	 of	 the	 biggest	 corporations	 started	 based	 on	 comparatives	 advantages;	
being	 in	the	correct	place	and	with	the	correct	people	to	develop	the	 idea,	and	working	
decade	through	decade.	As	any	country,	in	the	top	corporations,	there	is	one	company	of	
retail	 and	 wholesale,	 also	 social	 activities	 –health	 and	 education-,	 and	 one	 related	 to	





Graphic	2:	 Share	of	each	 sector	 in	 the	net	 income	of	 all	 the	1000	biggest	 companies	of	
Colombia.		
	




The	 other	 important	 share	 is	 also	 based	 in	 a	 monopoly	 economy;	 the	 most	 important	


























competition	 to	be	 the	capital	 source.	At	 this	 level,	normally	 the	 financial	 sources	comes	
from	the	public	market,	the	first	five	companies	trade	in	the	local	market.	These	top	10	is	





the	 operation	 or	 long	 term	 investments.	 The	 empty	 space	 that	 local	 banks	 can	 take	
advantage,	 what	 Carlos	 Daza	 argued	 about,	 are	 short	 term	 financing;	 even	 though	 the	













to,	 the	 big	 companies	 are	 the	 ones	 that	 started	 earlier	 and	 transform	 the	 comparative	
advantages	 into	competitive	ones.	Some	companies	are	completely	 foreigners,	 investing	
in	Colombia,	and	their	natural	advantages	(Oil	and	mining).		
	
If	 we	 have	 a	 top	 10	 of	 the	 SME,	 the	 most	 important	 ones	 are	 related	 of	 how	 they	







Name	 Economic	sector	 ROA	 ROE	 Leverage	
1	 Ecopetrol	 Oil	 9,90%	 17,32%	 42,84%	








General	merchandising	 4,21%	 5,58%	 24,58%	
5	 Pacific	Rubiales	 Oil	 3,76%	 9,96%	 62,29%	
6	 Comcel-Claro	 Telephonic	and	internet	services	 17,31%	 28,95%	 40,21%	
7	 Reficar	 Oil	refinery	(Owned	by	Ecopetrol)	 -1,61%	 -5,24%	 69,37%	













Is	difficult	 to	exposed	have	a	general	view	of	how	the	SME	and	 the	 top	10	will	perform	
with	the	macroeconomics	variances.	Based	on	what	we	have	from	the	current	situation,	
which	 are	 the	 numbers	 of	 the	 top	 10	 companies	 and	 how	 -In	 a	 general	 picture-	 SME	
perform	 in	 the	market	 and	 in	which	 the	 sectors	 there	 are	 focusing,	 we	 have	 a	 path	 in	
which	 the	 performance	 sensitive	 debt	 can	 find	 its	 space	 to	 start	 complementing	 the	
traditional	loan.		
	
Focusing	 on	 the	 inclusion	 of	 performance	 sensitive	 in	 the	 SME	 financing	 alternatives,	
because	 are	 this	 kind	 of	 companies	 that	 have	 lack	 of	 alternatives	 finding	 financial	
resources.	 The	 high	 rate	 of	 internationalization	 of	 the	 top	 companies,	 make	 them	
organizational	 competitive	 such	 as	 a	 company	 of	 any	 first-world	 economy.	 Especially	
when	these	big	companies	are	the	ones	that	have	empirical	knowledge	of	the	costs	of	a	










Based	 on	 Valderrama	 (2010),	 the	 biggest	 companies	 in	 Colombia	 are	 not	 in	 a	 need	 of	









that	 for	 this	 kind	of	 companies-SME-	 the	debt	 that	 a	bank	 can	offered	 should	have	 the	
lowest	risk	exposure	as	possible,	so	will	be	short	term	debt	with	a	high	interest	rate.		
	
Having	 the	 challenge	 to	 improve	 the	 economic	 environment	 for	 entrepreneurs	 to	 keep	








The	 informality	 must	 be	 look	 as	 a	 percentage	 inside	 the	 SMEs,	 in	 which,	 some	
departments	 could	 be	 completely	 –operational	 and	 commercial-	 developed	 and	 other	
ones	that	are	forgotten-	as	the	accountably	department	and	legal	issues.	They	focus	only	
on	the	operational	aspects	putting	the	rest	organizational	responsibilities	as	a	secondary	
objective;	 this	 aspect	 is	 the	 one	 that	 matters	 for	 the	 commercial	 bank,	 how	 legal	 and	
formal	the	company	is.	For	later	then	celebrate	a	debt	contract.	
	
The	 tendency	 and	 future	 of	 the	 SME	 is	 quite	 difficult	 to	 tell,	 meanwhile	 the	 top	 10	
companies	are	 supervise	by	 so	many	governmental	entities,	 following	every	movement,	
because	 is	 that	 4%	 of	 the	 total	 amount	 of	 the	 enterprises	 in	 Colombia,	 there	 is	 2/3	
approximately	of	the	total	GDP.	The	final	idea	of	the	local	economy	is	to	create	the	correct	














of	 informality,	 is	 quite	difficult	 for	 them-the	banks-	 to	understand	every	 client	with	 the	
doubtful	information.	To	cover	that	risk	the	bank	could	implement	debt	contracts	with	a	
pricing	 grid.	 Explaining	 to	 the	 client	 how	 it	works	 and	how	 the	 contract	works	 for	 both	




If	we	put	on	 the	 table	 the	position	of	 the	banks,	 in	which	 the	bank	must	go	 to	visit	 the	
companies,	 in	 first	 place	 to	 know	 if	 there	are	 real,	 and	 later	on	 to	understand	how	 the	
enterprise	 works.	 In	 the	 short	 term	 the	 banks	 are	 going	 to	 continue	 this	 pedagogic	
practice,	and	 is	going	to	maintain	during	the	time	because	the	constitution	of	new	SME.	
The	performance	sensitive	debt	will	promote	not	only	the	basic	responsibilities	of	having	
all	 the	 documentation,	 and	 having	 periodic	 deadlines	 to	 present	 the	 files	 that	 the	 will	
demand.		
	
For	 the	bank	would	be	an	advantage	because	 it	will	build	a	 relation	with	a	client,	 it	will	
couple	 them	 with	 an	 expensive	 financial	 source	 but	 with	 the	 option	 in	 the	 future	 to	
decrease	the	interest	rate.	They	have	then	a	new	client	and	the	risk	virtually	covered.	And	
if	the	client	improves	it	financial	conditions,	having	better	ratios,	the	interest	rate	is	going	
to	decrease,	meaning	also	an	advantage	to	 the	bank,	because	the	 financial	 institution	 is	




On	 the	 client’s	 side,	would	be	 a	more	 challenging	process	 that	would	pass	 from	having	
none	financial	resources	due	to	the	lack	of	organization	inside	the	company,	to	invest	time	
and	 money	 organizing	 the	 company	 for	 a	 relatively	 expensive	 capital	 source.	 The	
entrepreneurs	 must	 understand	 that	 for	 small	 companies	 banks	 prefers	 even	 to	 avoid	
lending	 the	 money,	 if	 they	 lend	 it	 would	 be	 short-term16	and	 expensive	 rate.	 In	 this	
scenario	 the	 manager	 of	 the	 company	must	 invest	 on	 the	 accounting	 team	 to	 legalize	
every	 financial	aspect	of	 the	company	and	prepare	them	to	have	financial	 reports	every	
demanded	period	by	the	bank.	The	advantages	are	the	capital	source	and	if	the	operation	
outperforms	 its	 indicators,	 it	will	have	a	 lower	 interest	 rates.	At	 the	end	 the	client	–the	
entrepreneur	or	manager	of	the	SME-	will	have	a	solid	accounting	team	with	the	capacity	
of	 understanding	 the	 critic	 financial	 ratios	 of	 the	 company	 and	 the	 ability	 to	 generate	
reports.		
	
Universities	 and	 investigation	 teams	 that	 count	 with	 data	 about	 the	 debt	 contracts	
between	the	banks	and	its	client,	should	compare	the	effect	on	the	results	of	the	clients	
after	 having	 a	 performance	 sensitive	 debt	 contract	 versus	 the	 results	 of	 having	 a	
traditional	 loan.	 The	 theory	 and	 Logic	 will	 demand	 that	 the	 companies	 that	 have	 a	
performance	 sensitive	 debt	 will	 have	 better	 results	 than	 a	 traditional	 loan.	 With	 the	
traditional	loan,	the	company	will	focus	on	having	the	sources	to	pay	the	bank	and	avoid	














new	 loan	 or	 just	 talking	 with	 client,	 to	 measure	 how	 they	 are	 doing.	 This	 commercial	
model	 could	 be	 absorb	 or	 at	 least	 reduce	 in	 frequency	 once	 the	 performance	 sensitive	














This	 last	 aspect	 should	open	a	new	door	of	 investigation	 in	which	 the	 relation	between	
benefit	 and	 costs	 comparing	 the	 traditional	 debt	 and	 the	 performance	 sensitive	 debt.	
Being	the	traditional	debt	 less	complex	 for	 the	bank	to	carry	on,	while	 the	performance	




The	 inclusion	of	 the	 performance	 sensitive	 debt	will	 be	 a	 challenging	movement	 to	 the	
financial	 institutions,	 to	 prepare	 their	 departments	 but	 also	 a	 new	 alternative	 for	 the	
market.	The	inclusion	will	promote	the	improvement	of	the	organization	to	be	fulfilling	all	










is	 controlled,	 if	 the	SME	 improves	 its	 financial	 conditions,	 it	will	 be	better	 for	 the	bank,	
because	 the	client	 is	outperforming	and	 rate	will	 compensate	 that	effort,	having	 then	a	
happy	 client	 and	 less	 risky	 one	 also.	 On	 the	 other	 scenario	 in	 which	 the	 performance	




as	 part	 of	 the	 future	 of	 debt	 financing.	 This	 product	 is	 used	 in	 economies	 such	 as	 the	
American	and	 the	European	 (some	 countries),	 proof	 the	adaptability	 to	 the	market	 and	
mentality	of	the	entrepreneurs	and	bankers.	The	mitigation	of	the	information	asymmetry	
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